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EXHIBIT II
Estimated
Number of Size in Inventory
Locations¥* Sq. Ft. Value
a Pacilities associated with
institutional operations
(hospitals, prisons, colleges,
schools, etc.) 81 1,366,334 $11,531,858
b Pacilities associated with
special purpose material
support to remote located
operations (Fire fighting,
construction, parks and etc.) 181 653,260 $ 5,513,514
¢ Urban facilities associated
with large complexes of
office type activity 47 194,974 § 1,645,580
d PFacilities supporting special
maintenance and repair
facilities 58 192,678 § 1,626,203
e Facilities associated with
non-urban field office
activity (CHP, DMV, Employment) 263 118,893 § 1,003,457
630 2,526,139 $21,320,612

* State agencies operate 1473 geparate storage facilities, many of
which are at closely adjacent locations. For purpose of this
report, such multiple facilities operated by one department at a
single location are combined and considered as one '"warehouse'
or "stockroom'.

Current Inventory Management Methods

The State does not have any overall plan, system or uniformly applied
procedures designed to minimize both expendable goods inventory invest-
ment and related operating costs. With some encouraging exceptions in
the Department of General Services, Highways and Employment and in
institutional feeding programs, regularly produced inventory data is
designed primarily to answer the question ''what did we spend our money
for?" rather than to produce management control data on inventory
investment. Agencies can generally identify the total amount of money
expended for expendable goods, but the study team found limited evidence
that the traditional management questions of inventory control relating
to on-hand stock (units and dollars), volume and purpose of usage, turn-
over rate, cost of ownership, etc. are being asked or answered by State
agencies.

The most consistent deficiency in inventory management practices is the
absence of policies or procedures which clearly identify agency manage-
ment 's responsibility for effective inventory management. The only
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statewide policy statements found on the subject of expendable goods
inventories appear in SAM 8652, Property Accounting and 10800-10890,
Institutional Stores Accounting. This latter section relates only to
General Fund supported institutions with resident populations. Even in
this limited context, stock records are maintained only for goods dir-
ectly related to inmate care. Little attention is given in the State
Administrative Manual to controlling or managing expendable inventories
or providing management standards for inventory control.

As a result of this policy vacuum, the key decision affecting inventory
investment (i.e. what is stccked in warehouses, the establishing of re-
order points, total dollar investment, etc.) have generally evolved onto
the lowest employee levels. 1In addition, the study team found that only
in a few instances were the results of these kevy decisions (average
inventory investment, turnover, costs, service level, etc.) receiving any
kind of management review.

Other indications of the gencrai absence cf a sernse of management respon-
sibility for expendable goods inventory operationsz is the inconsistency

in the taking of physical inventories. Consistent annual physical in-
ventories are taken covering only about $12,000,0CG0 of the $28,350,000
inventory identified. In several other units bi-annual physical inven-
tories are taken. In general, however, probably less than 50% of the
State’s expendable goods inventories are consistently subjected to
reconciliation with book inventories. This i8 not particularly surprising
gsince accurate stock records adequate for a reconciliation are currentiy
required by the State Administrative Manual only for institutions financed
by the General Fund and having resident populations.

In the majority of interviews, agencies were unable to readily produce
current or accurate information on inventory contents, value, turnover,
shipments, or operating costs, or provide a clear statement of reorder
policies or practices. Based on information developed by the study team,
however, the following general observations are possible.

Stock Status - It appears that aggregate stocks equal to at least 6

months of usage are being held in various levels on inventories in the
State.

Turnover - It is unlikely that a turnover rate substantially exceeding
2.0 is being achieved by any but a few very active facilities. The
overall State average would probably fall in the range of 1.50 - 2,0.

Reorder Policy (Investment in Stuck) - The establishing of minimums and
maximum stock levels appears to be largely left to the discretion of
lower level storekeepers and stock clerks. As a result, widely varying
practices were found. One of the most common was directly related to
the quarterly purchase cycle in which the minimum quantity was roughly
the equivalent of one quarter's usage and maximum quantity represented
roughly two quarters usage. Since, at best, this system could produce

a turnover rate of 2.5 (and usually a considerable lower rate due to the
tendency to hedge quantities upward), such a common practice results in
an inventory investment of as much as double that required.

It is interesting to note that, despite this unnecessarily large invest-
ment, agency warehousing personnel quite typically complained of their
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inability to avoid "stock outs''. This is the common result of the
absence of a system which is not based on accurate unit records and
cannot correctly take into account variations in usage patterns in
establishing reorder points (too much of what you don't need and too
little of items required),

D. Summary
With a few notable exceptions, the State is not effectively managing

its investment in expendable goods. Nowhere is this management phi-
losophy more clearly in evidence than in the State Administrative

Manual Section 8652 which dismisses expendable property as that which

has a unit cost of less than $25.00 and, as such, does not have "suf-
ficient value to merit item control" and is of "a nature that makes formal
property accountability impractical". It is reasonable to say that

agency managers do not, as a rule, feel accountable for the size of their
inventories or the costs created by them.

The study team finds this attitude difficult to understand. Roughly 50%
of the State's $140,000,000 annual expenditure for materials, supplies
and equipment is for expendable goods. All of these items are, at some
time or place, stored before consumption, creating an additional annual
cost of approximately $8.7 million. Over $30,000,000 of State funds

are continuously tied up in expendable goods inventories. This area

of materials management cannot continue to be ignored or written off

as too "expensive to keep track of".

The study team concurs with the Governor's Task Force that, under
effective management, both the State's average inventory investment

and cost of ownership could be substantially reduced. To that end,

the following recommendations are made as the beginning steps to achieve
a statewide expendable goods inventory management program,

II Recommendations for Short Range Actions (Results Achievable in 1-12 Months)

Since the State generally does not uniformly maintain unit stock records for
expendable goods, usage information necessary to arithmetically establish
correct quantities for storage is not available to either the study team or
agency management. Short range actions to reduce inventories, therefore,
must depend largely on administrative directives and intensive screening

of expendable goods purchases.

In private industry, it is generally accepted that "ownership" of goods
(warehousing, handling, record keeping, etc.) increases cost of goods from
15% to 25% each time it is handled. In some State agencies, expendable

goods are passing through as many as four levels of warehouse handling

before being consumed (i.e. Central Stores to agency redistribution ware-
house to '"district" warehouse to local stock room). The unnecessary handling
nearly doubles the actual cost of goods in some instances. In addition,
State inventories at all levels frequently duplicate inventories maintained

by suppliers able to deliver to the point of use on a timely basis.
We, therefore, recommend several immediate actions to reduce this multiple

handling and the unnecessary duplication of supplier inventories and to
identify existing surpluses of expendable goods.
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Request the Governor to issue a general policy statement on statewide

inventory management.

Exhibit II1 is a proposed draft of such a general policy statement,
This general policy statement will establish the framework in which
actions by the Department of General Services to reduce on-hand stocks
can be taken.

Require agencies operating storage facilities to conduct a physical

inventory of such stocks (except for stock for which a physical inven-

tory has been taken within the previous 12 months) and report surplus
to the Office of Procurement.

Such surplus stocks, once identified, may be usable by other State
agencies. If the Office of Procurement has a record of existing surpluses
of expendable goods against which to screen agency purchase requests,

it may be possible to effect interagency transfers or sales in lieu of
the purchase of additional supplies. The study team is, however, realis-
tic enough to anticipate that no large amounts of surplus will be "found"
by State agencies and probably only limited stock transfers will be
achieved. The immediate value of requiring agencies to conduct inven-
tories and seek out surplus will be to alert agency managers to the

size and value of their inventories and equip them to report information
needed by the Office of Procurement to establish contracts for expend-
able goods which rely on supplier inventories rather requiring large
stocks be maintained in State inventories (see recommendation #3),.

Require the Office of Procurement to screen all purchase estimates for
expendable goods and, where possible, establish local purchases con-
tracts for such goods which rely on supplier inventories.

Many items now maintained in agency inventories in quantities equivalent
to a 90-180 day supply are readily available from suppliers able to
deliver to the point of use without substantial price increase or delay.
In such instances, State inventories unnecessarily duplicate those main-
tained by local suppliers.

We recommend that agencies submitting purchase requests for expendable
goods to be maintained in inventory storage be required to show on the
purchase estimate the following information:

That the ordered goods are regularly maintained in inventory stocks.

The average or estimated quantity required for a 6 to 12 month period.

The minimum delivery lead time required by the agency.

The Office of Procurement will accept the purchase estimate as authori-
zation to establish contracts with suppliers to fill such needs. Such
contracts will provide for simple and direct ordering by the agency from
the supplier at predetermined prices and/or discounts but limit such
orders to quantities not exceeding a normal 30 day supply. Such con-
tracts will also stipulate that items covered by the contract may not be
maintained in inventories in quantities exceeding a normal 30 day supply.

Office of Procurement will assume expendable goods purchases for which a

delivery lead time of less than 3 days is unacceptable or 'contingency"”
stocks maintained in inventory at all times to meet emergency needs
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involving the protection of public health, safety or welfare. Purchase
requests for such contingency stock should be accompanied by a descrip-
tion of the anticipated emergency, the probable consequence of not
having replacement stock immediately on-hand and the quantity of stock
normally required to meet such emergencies, so that the ordering agency
management recognizes it is creating a continuing inventory cost and
reviews the validity of doing so. This information will also permit the
Office of Procurement to establish supplier contracts specifically
designed to meet the crisis needs associated with these expendable goods.

We recommend that such purchase estimates for "contingency" stocks be
reviewed and approved by the chief administrative officer of the depart-
ment, institution or college or an appropriate managerial person to
which this approval authority has been delegated,

The Office of Procurement will actively screen such "contingency' supply
requests and isolate those requests which appear to be unjustified.
Such requests will be returned to the ordering agency for re-evaluation.

By requiring agencies to provide such information, the Office of Procure-
ment will be able to convert many such expendable goods purchase requests
from stocks held in storage to contract purchases relying upon supplier
inventories. Within 12 months agencies will then have the opportunity

to reduce or eliminate continuing inventories of goods available, under
such contracts, from local suprliers. Exhibit IV is a suggested manage-
ment memo on this subject.

Je estimate that if this procedure is actively pursued, a $4-5 million
inventory reduction can be achieved in a period of 12 months.

4. Require agencies, when ordering supplies from the Department of General
Services, Central Stores, to have such commodities delivered directly
to the facility nearest the point-of-use.
Exhibit V is a suggested State Administrative Manual revision on this
subject. This policy will substantially reduce multiple and unneces-
sary handling of goods available from the Department of General Services,
Central Stores.

Summary

It must be noted that reduction of on-hand inventories does not automatically
reduce the State's continuing related operating costs. A half-empty warehouse
costs substantially as much to operate as does a full one. Corollary reduc-
tions in warehouses, staff and equipment must be made by individual agencies
to achieve an effective inventory management program. Section III of this
report includes actions to substantially reduce these operating costs and

must be aggressively implemented to accomplish the overall savings envisioned
by the Governor's Task Force.
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III Recommendations for Long Term Materials Management (12 - 36 Months)

The State faces several basic problems in permanently reducing inventory
costs (1) overcoming the current management apathy toward inventory manage-
ment (2) duplicate inventories in redistribution warehouses and (3) over-
stocking at point-of-use facilities. The study team, therefore, makes two
basic policy recommendations followed by a series of recommended actions
necessary to implement these longer term policies.

5. The Department of General Services act as the central warehousing program
for the State and the eight redistribution warehouse programs operated
by agencies other than the Division of Forestry be trangferred to the
Department of General Services. (See Exhibit I)
The eight redistribution warehouses maintain inventories duplicating
those at point-of-use. Operating such overlapping warehouse programs
not only represents an uneconomic use of inventory funds ($5,000,000), man-
power (148 positions), equipment (86 pieces) and space (300,000 sq. ft.) but
also results in the shipments from these warehouses to virtually identical
locations being split into uneconomically small and multiple units. (Map B}

The inventories maintained in these facilities already contain substan-
tial amounts of items obtained from the Department of General Services,
Central Stores (see Exhibit VI). In addition, a number of items in
these warehouses purchased from non-stores suppliers appear to be sub-
stantially similar and, therefore, unnecessarily duplicated because of
the multiple inventories,

We estimate the total operating costs of these eight agency-operated
programs to be at least $1,500,000 annually exclusive of freight on
outbound shipments.

Integration of these eight facilities into a centralized warehousing
program will produce savings in several ways.

Operating Costs - We estimate that an integrated warehousing program

can reduce space required from 300,000 sq. ft. to less than 200,000 sq. ft.
and staff from 148 to less than 80 positions. This would result in an
annual savings of at least $700,000.

Inventory Reduction - Average inventory investment in these eight pro-
grams can be reduced from $5,000,000 to $2,500,000 for an annual savings
of approximately $100,000 ($2,500,000 at 4%).

Freight Costs - Based on total shipments from the warehouses of about
$10,000,000 annually, current freight costs are $500,000 to $60C,000
annually. This cost can be reduced at least 207 or $100,000 by freight
congolidations from integrated facilities (see Map B).

The study team is confident that such an integrated central warehousing
program can result in annual savings of at least $900,000 and a one-time
net inventory reduction of at least $2,500,000.

Implementation of an integrated central warehousing program requires the
following basic actions in the general sequence in which they are listed:
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Establish within the Department of General Services an ADP based
inventory comtrol system capable of accommodating up to 50,000 line
items.

No attempt to operate an integrated warehousing system can succeed
unless adequate management control systems exist to both handle large
ilnventories and produce forecasts and related control data necessary
to reduce inventory investment. An integrated program as recommended
above would have to accommodate a total inventory investment of about
$4,000,000 and between 20,000 and 25,000 line items shipping to about

1,000 points throughout the State. Such an ADP system would cost at
least $100,000 annually.

Such a system has, as a basic ingredient, the adoption of standard
nomenclature and commodity coding similar to and based on the Federal
GSA system. This step is already nearing completion of its design and
application to expendable goods in the Department of General Services,
Central Stores program,

We are informed that implementation of such an ADP system, including
design, programming and trial periods, would require at least one full
man-year assuming one of several available software programs (e.g.
Honeywell "Profit", IBM "Impact", etc.,) were used. We also are informed
that originally designed systems would require at least twice to three
times as many man-years to implement.

Re-engineer existing Department of General Services warehouse program
systems and methods to accept larger and more complex warehousing
activity.

The present Department of General Services, Central Stores, program is

not adequately effective in such areas as stock handling, space and
manpower utilization and shipping consolidation to accept management of
substantially larger inventory responsibility. The services of a quali-
fied industrial engineering consultant are required to establish effective
stock handling methods and standards for full utilization of manpower

and space.

Exhibit VII shows the sequence of actions required to prepare the
Department of General Services, Central Stores, program for operation
as an integrated centralized warehousing activity.

Augment the Service Revolving Fund in the amount of $2,500,000 to fund

a centralized inventory.

This $2,500,000 additional Service Revolving Fund allocation will be
required to fund the inventories required in the recommended centralized
integrated warehousing programs. The inventories of the eight agency
programs recommended for integration are funded from various sources,
other than the Service Revolving Fund. In a majority of programs, funds
used are essentially the operating expense allocations for supplies of
the parent departments.

This $2,500,000 additional capitalization of the Service Revolving Fund
is in lieu of the $5,000,000 now continuously required to fund the
aggregate inventories of these eight agency-operated redistribution
programs.
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Achieve orderly transfer of these eight agency-operated warehousing

programs to the Department of General Services including required

staff, equipment and facilities (see Exhibit I).

These programs should be transferred, one at a time, to the Department
of General Services at 60-90 day intervals to permit the smooth tran-
sition to a centralized program. This transfer should begin only when
the Department of General Services, Central Stores program has developed
both the ADP and operating capabilities described in recommendations #7
and 8 above.

Agssuming that the Department of General Services, Central Stores,
achieves the required capabilities described above by 12/1/68, we
recommend that these programs be integrated in the following order:

Department of Water Resources - 12/1/68
Board of Equalization - 2/1/69

Social Welfare - 4/1/69

California Highway Patrol - 7/1/69
Department of Motor Vehicles - 10/1/69
Employment - 1/1/70

Division of Highways, Sacramento - 3/1/70
Division of Highways, Los Angeles - 7/1/70

@~V PWN =
L]

Establish a statewide program for effective management of agency-owned
expendable goods inventories.

The State's current policy on inventory management of expendable goods
is largely one of "abstinence.'" The Department of General Services,
through its uniform accounting system, should require departments
maintaining point-of-use inventories to (1) maintain adequate basic
inventory control stock records and (2) identify and report both inven-
tory investment and cost of ownership information. In addition, the
Department of General Services must develop and enforce general standards
for agency inventory management including, at least, space and manpower
utilization standards for warehousing operations and general standards
for levels of inventory investment.

The following are specific actions required to implement such a policy:

Establish, in the State Administrative Manual, a basic Statewide inventory
management policy, to be augmented by individual agencies and require
that the responsibility for inventory management within individual agen-
cies to be specifically assigned to an accountable person or position.
Exhibit VIII is an outline of a recommended general State inventory
management policy. Within the framework of this policy, individual
agencies should develop their own specialized policies and procedures
for effective inventory management. The responsibility for achieving
effective inventory management must be clearly identified as an area

for serious and continuing management concern. Funds budgeted for
expendable goods cannot be considered simply an unavoidable cost of
doing business but must be tightly managed and controlled.

14~



12,

13.

14.

15,

16.

APPENDIX A (Cont.)

Require agencies operating warehouses at any one location of more than
2,000 sq. ft. with average inventories of expendable goods exceeding
$10,000 to maintain stock records of expendable goods and to conduct
annual physical inventories.

Facilities of the size described above represent what the study team
believes to be the smallest practical unit for which unit stock records
can be economically maintained. Typically, smaller units do not have
the capabilities for required record keeping and are supplied from
larger warehouse facilities capable of maintaining overall stock records.
There are 216 units of the capacity described above which should main-
tain basic stock records.

Utilize the ADP system established to manage the Department of General
Services Central Stores inventories to store and report basic data on
shipments to point-of-use warehouses both from the Department of General
Services Central Stores and other suppliers.

While a complete inventory control system for all State expendable goods
inventories is probably prohibitively costly, basic data easily drawn
from shipments by Central Stores and purchases made from suppliers by
the Office of Procurement for delivery to point-of-use warehouses will
provide adequate control data on inventories not directly managed by

the Department of General Services. This data, in conjunction with
regular by-product reports from annual physical inventories, will per-
mit the Department of General Services to oversee and control expend-
able goods inventories throughout the State.

Require agencies maintaining point-of-use inventories to classify items
stocked as either ''contingency'' stock or 'regular expendable' stock and
to record the individual or unit to whom '"contingency'" items are charge-
able,

Most point-of-use inventories contain stock items which are maintained
as insurance against serious emergency needs for which immediate replen-
ishment is required (i.e. critical electrical, plumbing, and communica-
tion parts, firefighting supplies, etc.). Such items should be largely
exempt from general inventory standards derived from usage history. To
prevent the arbitrary and uneconomic overstocking of such items or the
improper classification of items as 'contingency'", however, agencies
must identify which person or unit is responsible for this portion of
the inventory investment and be required to periodically review the
validity of the management decision to maintain such stock without regard
to ownership cost. Such stock classification greatly expedites auditing
of inventory investment and control procedures.

Require agencies to annually report to the Department of General Services,
Office of Procurement, all expendable goods regularly maintained in con-
tinuous inventory by classification, commodity description, value and
approximate annual usage.

Information on inventories maintained by agencies, including the usage
history of such items, will permit the periodic review of overall State
inventory investment and the identification of repetitively used items
suitable for contract purchase or inclusion in a central warehousing
program. Such information should be made a regular by-product of regular
physical inventories.

Establish general standards for audit of unit stock records.

Expendable stock should turn over at least 3.0 times annually. Stock
with less active usage should either be purchased in smaller quantities,
purchased seasonally (if usage is scasonal) or should not be stored at

T ¢




17.

18.

19.

APPENDIX A (Cont.)

all, Periodic field audits should be made to determine if inactive,
obsolete or excessive stocks are being maintained. Such an audit review
can be included in the regular Department of Finance audit or internal
department audition activity but will require sampling audit by the
Department of General Services. Exhibit VIII, Outline of Basic State
Inventory Management Policy, contains such auditable standards.

Establish, in the Department of General Services, Office of Procurement,
sufficient staff capability in inventory management to (1) effectively

manage the Department of General Services operated central warehousing
programs (2) recommend to the Director statewide inventory management
policies and standards (3) conduct periodic field audits of agency-
operated warehousing programs and (4) assilt__gencies in increaeing

the effectiveness of their inventory management.

Nowhere in State govermment is there any organization specifically
responsible for, or sufficiently expert to advise on statewide inventory
management particularly as this field relates to activities such as
purchasing, traffic, transportation and warehousing. Clearly all of
these areas of State's business activity are within the scope of the
Department of General Services' interest. Private industry has long
recognized that effective management of its inventory operations is one
key to economies in operation and have developed staff capability to
achieve {t. The Federal Govermment has, in both its military and
civilian operations, developed major inventory management programs.

For example, in the San Francisco regional office of G.S.A., nearly

25% of the staff assigned to that office are in its inventory control
activity (as distinguished from its purchasing, warehousing and quality
control department). Such a basic unit is recommended in the Governor's
Task Force and initial first phase staffing is contained in the recent
Office of Procurement reorganization plan.

Establish standards for and maintain a master record of State warehouse
facilities.

The study team found no central record of the State's capital investment
in warehouses and related facilities nor did it encounter any policies
or standards covering the expenditure of funds for such facilities. The
study team strongly recommends that the Department of General Services,
Facilities Planning Division or other appropriate unit, utilize the data
gathered for this report to establish and maintain such a master record.
We further recommend that warehousing space, manpower and utilization
standards evolved from the re-engineering of the Department of General
Services, Central Stores warehouses, as recommended in #3 above, be
expanded into statewide standards which can be used both for audit of

existing facilities and to assess agency requests for additional storage
facilities.

Reduce and consolidate district type warehousing operated by State agencies.
Within several large agencies such as Division of Highways, Forestry,

Fish and Game, Parks and Recreation and Water Resources a special prob-

lem has been created by the geographic organization of these agencies.

The problem is best described as ''stepped warehousing" in which the

agency divides the State into regions or districts and establishes

within each self-contained warehousing systems, operating largely
independently of both other warehousing systems within the same agency

and similar warehousing systems operated by other agencies.
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The principal criticisms the study team has of such situations are:

1, Patterning warehousing and distribution systems around geographic
divisions of work does not result in economic or effective inven-
tory management. While it may be necessary, for example, to
divide the State in 12 highway districts it does not follow that
required warehousing and distribution requires 12 independently
operating warehouses.

2., Despite differences in program missions of individual agencies,
many such '"district" type storage facilities tend to cluster at
the same points. It is not unusual to find, within one small area,
several "district" storage facilities operated by several agencies
functioning almost completely independently. Stocks in these ware-
houses are, at least in part, duplicate items and the aggregate
square footage, manpower and equipment utilized substantially exceeds
that which would be required by a consolidated facility.

Some examples of such concentration of independent storage facilities
within single small cities are:

Bishop San Bernardino
Forestry 4,710 sq. ft. Forestry 3,520 sq. ft.
Fish & Game 5,320 sq. ft. Highways 8,236 sq. ft.
Highways 7,880 sq. ft. General Services 2,340 8q. ft.
17,910 sq. ft. 14,096 sq. ft,
Eureka San Luis Obispo
Highways 12,292 sq. ft. Forestry 2,310 sq. ft.
Parks & Rec. 2,738 sq. ft. Highways 21,989 sq. ft.
Figsh & Game _ 777 sq. ft. 24,299 sq. ft.
15,807 sq. ft.
Red Bluff Stockton
Fish & Game 2,000 sq. ft. Agriculture 1,250 sq. ft.
Forestry 8,420 sq. ft. Highways 9,670 sq. ft.
Water Resources 9,300 gq. ft. General Services 1,634 sq. ft.
19,720 sq. ft. 12,554 sq. ft.
Redding
Fish & Game 7,760 sq. ft.
Forestry 18,070 sq. ft.
Highways 7,816 sq. ft,

33,646 8q. ft.

We must recognize that many of these facilities are associated with gen-
eral purpose installation and complete elimination of independent storage
activities in favor of consolidated facilities is not feasible.

We do, however, believe, that (1) more district type facilities have
been established than are actually required because of the "self-
contained district" organizational concept and (2) jointly housed and
operated facilities in such areas as Bishop, Eureka, Red Bluff, Redding,
San Bernardino and San Luis Obispo, under the management of the largest
tenant, could materially reduce inventory management cost.

-17-



APPENDIX A (Cont.)

Agencies operating district facilities should be required to
explore methods of sharing space and consolidating inventories.
In addition, the agencies should be required to thoroughly re-
evaluate their self-contained district warehousing programs and
consolidate facilities into regional systems capable of multi-
district supply support. Exhibit IV lists all State storage
facilities identified by this study used for expendable goods

inventories and clearly reflects this overlapping supply and
distribution system problem.
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EXHIBIT III

SUGGESTED EXECUTIVE LETTER

Agency Administrators
Department Directors

Recently completed task force studies indicate that some State agencies are
maintaining inventories of expendable goods in uneconomically large quantities.
This results not only in an unnecessarily large amount of State funds con-
tinuously tied up in such inventories but also requires large continuing
expenditures for storage facilities, staff and equipment.

I have, therefore, instructed the Director of the Department of General
Services to immediately initiate a continuing statewide program to reduce

such inventories and related operating costs and to establish effective manage-
ment standards and policies governing such inventory investments.

As such programs and standards become operative, the management of individual
departments must reduce or eliminate all possible items from continuing inven-
tory storage and consolidate or eliminate unneeded storage and distribution
programs.

Ronald Reagan
Governor
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EXHIBIT IV
SUGGESTED MANAGEMENT MEMO
TO: All State Agencies
SUBJECT: Expendable Goods Inventories
The Governor's Executive Letter , requires all departments to elim-

inate unnecessary expendable goods inventories. To achieve this, the fol-
lowing actions are required:

1.

All departments must review existing inventories of expendable goods and
identify surplus stock. For purposes of this review, stock exceeding a
normal 60 day supply should be considered surplus to immediate needs
with the exception of (a) items readily available from supply sources

(b) contingency stock maintained for emergency needs involving public
health, welfare or safety or (c) items which must be accepted in large
single deliveries to conform to market practice or to achieve significant
unit cost savings.

Purchases of expendable goods for which surplus exists must be deferred
until such surplus is consumed. Departments must report to the Office

of Procurement surplus expendable items suitable for use by and available
for sale or transfer to other State departments. Departments which have
not conducted a physical inventory of expendable inventories within the
preceding 12 months should do so in determining the appropriateness of
inventory quantities.

Effective , all purchase estimates, Form 66, submitted to the
Office of Procurement for repetitively used expendable goods (except
subsistence and related commodities) which are or will be maintained in
continuing inventory storage prior to consumption, must contain the
following:

A. Anticipated requirements for a period of at least 6, and preferably
12 months and funds adequate for anticipated purchases during a
comparable period.
Where inadequate data is avilable to project anticipated usage of all
items within a general class of expendable goods (maintenance, labora-
tory, photographic supplies, etc.) agencies may select the individual
items repetitively used in the largest quantities and include estimates
of anticipated usage of these benchmark items. Usage of remaining
items within the same general class of goods may be estimated in terms
of total dollars for the period.

B. Minimum delivery lead time required (interval between placing of order
and receipt of goods).
All such required delivery lead times must be stated as either
(a) contingency stock maintained for emergency use involving public
health, welfare or safety or (b) not less than 3 days (longer intervals
way be specified if acceptable).
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Purchase estimates for contingency stock must be approved by the
department director, college president or chief financial officer

of the ordering organization and be accompanied by a description

of the emergency need anticipated, the probable consequence of delay
in obtaining the items and the maximum quantity normally required by
such emergencies.

Such expendable goods purchase estimates will be accepted by the
Office of Procurement as authority to establish local purchase con-
tracts with suppliers able to provide required expendable goods
within the specified delivery lead time.

Local purchase contracts will provide for direct ordering by the

State agency under predetermined prices or discounts from the supplier
by sub-purchase order and, except for contingency stocks, in quantities
not exceeding a normal 30 day supply. Agencies will use such contracts
with the stipulation that on-hand inventories of expendable goods,
other than contingency stocks, covered by the contract will be reduced
to a 30 day supply or less or, if possible, completely eliminated.

Agencies way specify, for inclusion in the purchase contract, informa-
tion to the supplier on authorization to place orders, invoicing,
delivery instructions, etc.

Agencies are encouraged to adopt the simplest and most direct method
possible for placing orders and paying invoices under such contracts.
Unnecessary reviews, approvals, documentation and other delays will
negate much of the value of such rapid stock replenishment contracts.
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EXHIBIT V

RECOMMENDED SAM REVISION

ORDERING SUPPLIES FROM STORES 3543

Requisitions for Stores stock items are submitted only on Form 116, Supply
Order. (Sub-purchase order forms will not be used for ordering of Stores
stock.) All supply orders, regardless of area of origin, should be forwarded
to the Central Stores Manager, P.0. Box 20191, Sacramento 20. All supply
orders must indicate the catalog stock item numbers in the space provided on
Form 116.

Delivery addresses shown on Form 116 must be the facility nearest the point
of use capable of accepting shipments. Agencies may not order delivery of
‘supplies from Stores to intermediate warehouses for redistribution to other
locations. While agencies are encouraged to order supplies as infrequently
as practical, those agencies located in buildings with limited storage space
should order supplies delivered directly to those buildings in whatever quan-
tities that can be conveniently handled. List prices of Stores supplies
include freight, therefore, no additional cost to agencies results from
increasing the frequency and decreasing quantities of orders to conform to
available space at the point of use.

CENTRAL STORES CATALOG AND PRICE LIST 3544

Stores issues a catalog and interim revisions listing and describing all
available stock items and providing information necessary for requisitioning
commodities from Stores stock. Periodically, Stores issues a supplemental
price list for agency information and, on a more frequent schedule, a bulletin
containing information about new products, product uses, changes in procedure,
etc., List prices are F.0.B. destination and freight on all shipments are pre-
paid by Central Stores regardless of destination within the State.

-23-



SACRAMENTO REDISTRIBUTION WAREHOUSE LINE ITEMS ANALYSIS

EXHIBIT VI

Commodity EMPLOYMENT EQUALIZATION FORESTRY HIGHWAY PATROL
Total [Total | Percent Total | Total | Percent Total | Total | Percent Total | Total | Percent
Line Items Items Line Items Items Line Items Items Line Items Items
Items | C/S |Dupli- Items | C/S | Dupli- Items | C/S | Dupli- Items | C/S | Dupli-
cated cated cated cated
Forms 1625 47 2.9 600 100 16.6 335 35 10.4 500 S0 10
Janitorial
Supplies 78 33 42.3 10 10 100 84 42 50 170 85 50
Office
Supplies 782 424 54.2 600 590 98.3 175 175 100 700 630 90
Handtools 1 120 6
Medical
Supplies 29 24 25
Automotive
Supplies 19 5 26.5 500
Other
Misc. 180 198 16 8.1 28
Total 2515 504 20.1 1390 700 50.4 955 273 28.6 1929 765 39.6
' Total | C/S ] Total | C/S % Total | C/S % Total | ¢/s %
Whse. [Sq.Ft.!| Dupli- Whse. |Sq.Ft.| Dupli- Whge. |Sq.FPt.|Dupli- Whse. | Sq.Ft.|Dupli-
Sq.Ft.| Used | cation Sq.Ft.| Used | cation Sq.Ft.| Used |cation 5q.Ft.| Used |cation
Space 32,207 {7,118 22,1 10,800 (4,374 40.5 9,288 {1,393 15 19,980 | 7,393 37
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(Page 2)

SACRAMENTO REDISTRIBUTION WAREHOUSE LINE ITEMS ANALYSIS

Commodity HIGHWAYS MOTOR VEHICIES SOCIAL WELFARE WATER RESOURCES
Total |Total | Percent Total | Total | Percent Total | Total | Percent Total| Total | Percent
Line Items Items Line Items Items Line Items Items Line Items Items
Items | C/S |Dupli- Items | C/S |Dupli- Items | C/S | Dupli- Items| C/S | Dupli-
cated cated cated cated
Forms 500 225 45 1080 11 1 1,776 71 4 438 134 30.6
Janitorial
Supplies 62 6 9.6 86 63 73.2 69 59 85.5
Office
Supplies 500 400 80 600 490 81.5 485 422 87 1,500(1,200 80
Handtools 100 5 102
Medical
Supplies 26 16 46
Automotive
Supplies 1 1 1 100
Other
Misc, 2,501 81 3.2 91 99 74 18 24.4
Total 3,690 | 712 19.3 1,879 565 30.1 2,360 493 20.9 2,229 11,411 63.3
Total | C/S % Total | C/S % Total | C/S % Total | C/S %
Whse, !Sq.Ft.§ Dupli- Whse. |Sq.Ft. | Dupli- Whse. Sq.Ft. | Dupli- Whse. | Sq.Ft. | Dupli-
Sq.Ft, ! Used ‘ cation Sq.Ft. Used cation Sq.Ft. | Used cation Sq.Ft. Used cation
Space 89,405 21,099 | 23.6 47,940 (7,239 15.1 14,500 & 2175 15 25,000 | 7,875 31.5

i
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INVENTORY REDUCTION
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EXHIBIT VIII

OUTLINE OF BASIC STATEWIDE INVENTORY

MANAGEMENT POLICY - EXPENDABLE PROPERTY

I General Policy

AQ

B.

The Department of General Services will function as the central ware-
housing organization for all State agency requiremen:s of repetitively
ugsed expendable items. Agencies may maintain continuing inventories

of expendable items only at the point of use of such items, Except in
storage facilities at or near the point of use, agencies may not dupli-
cate inventories of expendable goods maintained by the Department of
General Services, Central Stores, or operate warehousing facilities for
this purpose.

Agencies are responsible and accountable for their continuing investment
in expendable property inventories and for operatin.: costs generated by
the continuing maintenance of such inventories. Such inventories and

.operating costs shall be no greater than is actually required or economi-

cally justified and will be subject to periodic audit to assure that
individual agency managers have regularly and effectively maintained such
inventories and related operating costs at the lowest practical level.

Expendable items will be maintained in continuiang inventory storage only
where such items are required for emergency needs involving public health,
welfare or safety, are not readily available from supplier inventories

or, because of their specialized nature, must be accepted in large single
shipments to achieve maximum net savings or conform to market practice,

The Department of General Services, Office of Procurement, will be respon-
sible for establishing effective purchase methods for expendable items
which provide means to reduce the quantity and type of expendable items in
State inventories. The Office of Procurement will also be responsible to
recommend policies and procedures to reduce the State's expendable inven-
tories investment, review agency inventory control practices and recom-
mend to agencies actions to achieve more effective inventory management.

II Agency Inventory Management

Al

Agencies will maintain such unit stock records as are required to permit
(1) management analysis of probable future needs for expendable items
(2) identification and reporting of the value and content of such con-

tinuing inventory and (3) the reconciliation of periodic physical inven-
tories of such items.

Agencies will annually report to the Department of General Services,
Office of Procurement, all expendable items maintained in continuing
inventory in any one location in quantities averaging $100 or more during
the previous 12 months, except those items obtained from the Department
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of General Services, Central Stores. Such reports will show for each
item, the description, location, source of supply, last unit price
paid and total quantity used for the period.

Expendable items maintained in continuing inventory will be classified
by stock categories indicating the purposes for which they are stored

to permit the reporting of inventory information in terms directly
related to the program mission of the agency. Such categories must be
designed to clearly show which agency sub-program needs are creating
these inventory costs and the specific program function to which such
continuing inventory costs should be related. Continuing management
review must be given to contingency stocks maintained to meet emergency
needs involving public health, welfare or safety to assure that the most
economic and effective methods are employed to meet such emergencies,
Program managers ordering that such stocks be held in stock must be made
aware of, and periodically required to review and justify the continuing
cost of maintaining such inventories.

Agencies shall, within the general framework of this policy, develop
and establish internal policies and procedures to control and minimize
inventory investment and related operating costs. Such policies and
procedures must contain at least the following:

1. Specific assigmment of management responsibility for effective
inventory control of both agency wide level and within each organi-
zational unit which maintains continuing inventories of expendable
goods.

2. Policies and procedures governing the size and scope of continuing
inventory investment, criteria for establishing stock levels, methods
for generating control data for management of inventory investment
and operating costs; standards for utilization of storage space and
related manpower and equipment and procedures for periodic manage-
ment review of inventory control effectiveness.

3. Procedures for generating and reporting to the Department of General
Services, Office of Procurement, information on expendable property
requirements necessary for the effective consolidated purchase of
such items.

-28-
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COST-SAVINGS ANALYSIS
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A
STATE OF CALIFORNIA
STORAGE LOCATIONS
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APPENDIX A (Conmt.)
* STATE OF CALIFORNIA

MAP B

DUPLICATE ROUTING OF SHIPMENT

FROM EIGHT REDISTRIBUTION WAREHOUSES
IN SACRAMENTO

3-4 R/D Warehouses Making Shipments to the Same .2 Cities

5-6 R/D Warehouses haking Shipments to the Same 20 Cities
7-8 R/D Warehouses Making Shipments to the Same 19 Cities

Francisco




APPENDIX B
State of California ' Revenue and Management Agency

Memorandum

To : Mr. John Berke Date : February 19, 1970
“ Commission on California State Government
Organization and Economy File No.:
11th and L Building, Suite 550
- .Sacramento, CA 95814

From : Department of General Services
OFFICE OF PROCUREMENT—Sacramento

Subject:

Per your phone request, here is a current list of the State Office of
Procurement's annual purchases by broad commodity groupings:

Commodity Purchase Qrders Annual Contracts
*~ Electrical Equipment $ 8,56§,000 $ 406,000
Research & Laboratory Equipment 5,139,000 -
Highway Patrol Vehicles -- 5,564,000
Automotive General Purpose 6,877,000 4,930,000
Vehicles and Equipment
Food , 14,667,000 10,842,000
Office Supplies & Stationery 4,449,000 771,000
Agric. Supplies & Feed ' 3,311,000 --
Communication & Electronic Equipment - 5,188,000 480,000
Mineral Construction Materials 6,712,000 -
Office Machines 2,563,000 961,000
Furniture 3,076,000 614,000
Drugs 3,619,000 2,276,000
Gasoline & Petroleum 137,000 11,177,000
All Others 23,319,000 14,353,000
TOTALS $ 87,626,000 $ 52,374,000

ey

o P ﬂ‘
' - 4{%%% %“1

Frank E., Oliver
State Procurement Officer
FEO:kt

cc: J. S. Babich
R. L. Vance
J. Knibb



